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University  oi  Mas^tUusctto 

Depository co||etum  on  investment? 

ECONOMIC  DEVELOPMENT  INCENTIVE  PROGRAM  LACKS  ACCOUNTABILITY 

•  The  Massachusetts  Economic  Development  Incentive  Program  (EDIP)  was  created  to  be 
an  engine  for  economic  development  through  the  use  of  targeted  tax  incentives  for  new  or 
expanding  companies  in  Massachusetts.  According  to  the  EDIP  Fiscal  Year  2002  Annual 
Report,  759  companies  have  been  approved  for  state  and  local  tax  incentives  since  the 
program's  implementation  in  1994. 

•  Despite  the  fact  that  EDIP  has  cost  state  and  local  governments  tens  of  millions  of  dollars 
in  foregone  tax  revenues,  it  is  unclear  how  many  jobs  have  been  created  or  whether 
promised  investments  have  been  made.  Furthermore,  30%  of  participating  companies  do 
not  even  submit  required  rudimentary  annual  reports. 

•  Though  M.G.L.  23A  §  3C  requires  the  Administration  to  formally  review  the  effectiveness 
of  the  EDIP  every  two  years,  no  such  review  has  ever  taken  place. 

•  During  these  tough  economic  times,  programs  like  EDIP  must  be  effective  in  promoting 
new  job  growth  and  private  investment,  while  staying  fiscally  accountable  to  municipalities 
and  the  state. 


Background 

In  1993,  Massachusetts  created  EDIP,  an  economic  development  program  that  uses  local 
and  state  tax  credits  to  attract  new  businesses  to  the  state,  encourage  job  retention  in  certain 
areas  and  promote  private  investment.  The  Department  of  Economic  Development  through 
its  Massachusetts  Office  of  Business  Development  (MOBD)  administers  this  program.  The 
program  is  intended  to  give  communities  facing  economic  difficulties  the  flexibility  to  offer 
various  tax  incentives  to  businesses  for  either  expanding  or  relocating  to  the  area. 


Unsupported  Statistics 

Every  year  the  Economic  Assistance  Coordinating  Council  (EACC)  releases  an  annual  report 
that  highlights  statistics  that  are  based  on  the  compilation  of  estimates  provided  by  the 
companies  to  local  governments  when  the  Tax  Increment  Financing  (TIF)  agreements  were 
first  negotiated.  In  the  EDIP  Fiscal  Year  2002  Annual  Report,  the  EACC  claims  that  since  the 
first  EDIP  project  was  approved  in  1994,  the  following  has  resulted: 

•  759  projects  approved; 

•  48,195  estimated  jobs  created; 

•  81,086  estimated  jobs  retained;  and 

•  $7.9  billion  in  private  investment  in  Massachusetts  communities. 

However,  the  numbers  remain  unsubstantiated  since  there  has  never  been  a  formal  review  of 
actual  levels  of  job  creation,  job  retention  or  private  investment. 


Joining  EDIP 

To  be  eligible  for  EDIP,  municipalities  must  meet  one  of  nine  statutory  criteria,  including:  an 
unemployment  rate  that  exceeds  the  statewide  average  by  at  least  25  percent;  a  poverty  rate  which 
is  at  least  20  percent  higher  than  the  average  poverty  rate  for  Massachusetts;  job  loss  of  2,000  or 
more  within  the  past  four  years;  or  a  commercial  vacancy  rate  of  20  percent  or  more.  The 
municipality  then  applies  to  the  Economic  Assistance  Coordinating  Council  (EACC)  for  inclusion  in 
the  program.  If  a  municipality  meets  the  necessary  requirements,  it  will  receive  an  Economic  Target 
Area  (ETA)  designation.  These  areas  are  comprised  of  either  individual  municipalities  or  three  or 
more  contiguous  census  tracts.  The  EDIP  currently  includes  40  ETAs,  which  now  encompass  166 
communities. 

Project  Certification 

After  being  named  an  ETA,  communities  are  able  to  offer  either  tax  credits  or  special  tax 
assessments  for  businesses  to  locate  there  or  to  expand  operations.  After  approving  a  tax 
credit  for  a  company  at  the  local  level,  the  municipality  applies  to  the  EACC  for  the  inclusion 
of  the  company  into  the  EDIP.  A  company  approved  by  the  EACC  to  receive  state  tax  credits 
through  the  EDIP  is  called  a  Certified  Project.  The  threshold  for  the  EACC  to  approve  a 
project  for  certification  is  very  low  -  at  least  $1  in  private  investment  and  1  full-time  job 
created. 

Most  frequently,  the  incentives  negotiated  between  the  local  governments  and  participating 
companies  are  reduced  local  property  taxes.  These  municipal  incentives  tend  to  be  in  the  form  of 
TIF  agreements.  TIF  agreements  generally  exempt  from  taxation  all  or  part  of  the  increased  value 
of  a  property  that  results  from  development  or  expansion.  For  example,  if  a  company  builds  a  $3 
million  addition  to  an  already  existing  factory,  the  TIF  agreement  would  apply  only  to  the  new  $3 
million  addition  and  not  the  entire  factory. 


Taking  Initiative  for  the  Taxpayers 

A  handful  of  Massachusetts  communities  and  many  cities  nationwide  have  chosen  to  include 
certain  contract  measures  in  TIF  agreements  that  pro-rate  the  annual  amount  of  the  tax 
incentive  based  on  the  ability  of  a  company  to  meet  its  TIF  agreement  commitments.  For 
example,  if  a  year  passes  and  a  company  is  only  able  to  hire  50%  of  the  workers  it  had 
promised  within  the  TIF  agreement,  then  the  company  receives  50%  of  the  agreed-upon  tax 
break.  This  method  of  accountability  is  called  a  "clawback"  provision.  Including  this  provision 
in  TIF  agreements  ensures  that  companies  receive  an  appropriate  incentive  that  matches  the 
number  of  jobs  created. 


State  Benefits 

Once  a  company  is  a  recipient  of  TIF  or  another  tax-related  incentive  plan,  the  company  is 
automatically  eligible  for  a  5%  Economic  Opportunity  Area  Credit  from  the  state  on  its 
qualifying  tangible,  depreciable  assets,  which  can  save  some  companies  millions  of  dollars 
over  the  lifetime  of  the  credit.  The  state  and  local  credits  last  between  five  and  20  years. 

Decision-Makers 

The  EACC  is  comprised  of  eleven  members.  Seven  members  are  state-level  economic 
development  personnel,  which  include  the  directors  of  the  Department  of  Economic 
Development,  the  Department  of  Housing  &  Community  Development,  and  the 
Massachusetts  Office  of  Business  Development.  The  Department  of  Labor  and  Workforce 
Development  and  the  Corporation  for  Business  Work  &  Learning  are  also  represented.  The 
governor  appoints  the  final  four  members  to  represent  all  regions  of  the  state.  All  of  the 
members  serve  at  the  governor's  discretion. 


Aiding  Attleboro:  A  Success  Story 

Attleboro's  experience  with  state  and  local  economic  development  partnerships  positively 
reflects  on  the  potential  of  these  programs  to  retain  jobs  and  encourage  new  business.  Gary 
Ayrassian,  Attleboro  Director  of  Planning  and  Development,  recently  shared  examples  of  two 
companies,  American  Insulated  Wire  and  EtchLogic/MetalLogic,  which  remained  and 
expanded  in  Attleboro  due  to  the  assistance  provided  by  state  and  local  officials. 

Both  of  these  companies  first  benefited  after  the  city  received  Community  Development 
Action  Grants  through  the  Department  of  Housing  and  Community  Development  to  connect 
the  companies  to  sewer  lines,  and  later  these  companies  expanded  with  TIF  agreements. 
Taking  into  account  the  combined  effect  of  both  the  grants  and  TIF  agreements,  Attleboro 
was  able  to  retain  almost  600  jobs,  while  the  companies  also  created  approximately  65  new 
jobs  and  invested  about  $6  million  in  upgrades  of  the  companies'  facilities. 


Follow-up  Requirements 

Once  a  year,  MOBD  sends  a  questionnaire  to  the  companies  and  to  the  municipalities  in 
order  to  collect  information  on  the  estimated  number  of  jobs  created,  the  estimated  number  of 
jobs  retained,  and  the  amount  of  private  investment  the  project  has  made.  In  turn,  the 
company  fills  out  the  questionnaire  and  sends  back  the  original  to  MOBD,  with  a  copy 
submitted  to  the  municipality.  Unfortunately,  30%  of  participating  companies  do  not  return 
the  form,  and  many  municipalities  are  not  keeping  good  records  of  the  TIF  agreements,  nor 
following-up  with  the  companies  to  evaluate  if  the  expected  job  creation  and  private 
investment  commitments  are  reached. 

Decertification 

If  a  company  does  not  perform  to  the  level  specified  in  their  negotiated  contract  with  the 
municipality,  the  municipality  can  move  to  have  the  company  decertified  and  stripped  of  their 
local  and  state  incentives.  However,  if  the  company  contests  the  decertification,  it 
automatically  receives  a  hearing  before  the  EACC.  The  EACC  then  determines  if  the 
company  will  be  decertified,  or  it  may  decide  that  the  company  deserves  to  have  its  contract 
renegotiated.  The  EACC  can  order  the  municipality  to  renegotiate  the  TIF  agreement  for  a 
particular  company.  The  municipality  does  have  some  flexibility  and  latitude  with  the  contract 
terms  since  the  EDIP  allows  local  tax  credits  to  range  from  1%  to  100%.  However,  as  long 
as  a  company  remains  a  certified  project,  regardless  of  a  change  in  its  local  tax  credit,  it 
qualifies  for  the  full  5%  state  tax  credit.  Only  when  a  company  is  decertified  does  it  lose  its 
5%  state  tax  credit. 

Decertification  does  not  happen  often.  According  to  MOBD  records,  just  31  companies  have 
been  decertified  out  of  close  to  800  companies  that  have  been  approved  since  the  beginning 
of  the  EDIP  in  1994. 

Cost  to  the  Commonwealth 

There  are  gaps  in  data  that  prohibit  the  calculation  of  the  total  tax  implications  of  the  EDIP  for 
local  governments.  However,  the  data  that  has  been  collected  by  the  EACC  reveals  that  at 
least  $20  million  has  been  exempted  from  local  tax  revenues  since  the  beginning  of  the 
program. 

On  the  state  level,  according  to  the  Tax  Expenditure  Budgets  from  fiscal  years  2000-2002 
released  by  the  Executive  Office  of  Administration  and  Finance  (A&F),  the  estimated  costs  of 
the  EDIP  5%  state  tax  credit  over  five  years  (from  1998-2002)  was  $22.3  million.  Another 
EDIP-related  tax  expenditure,  the  Abandoned  Building  Renovation  Deduction,  allows 
companies  to  deduct  10%  of  the  cost  of  renovating  eligible  buildings  within  Economic 
Opportunity  Areas,  and  is  estimated  to  have  cost  $8.3  million  over  the  same  time  period. 

New  Legislation 

State  Senator  Marian  Walsh  (D-West  Roxbury)  and  State  Representative  Christopher  Fallon 
(D-Malden)  filed  a  new  bill  for  the  2003-2004  legislative  session  that  has  a  broad  agenda  for 
all  of  the  state's  economic  development  programs.  The  bill  seeks  to  increase  the  amount  of 
information  companies  share  with  the  Commonwealth  prior  to  receiving  economic 
development  assistance,  require  a  certain  level  of  wages  and  other  employment  standards  by 
participating  employers  and  calls  for  the  Legislature  to  review  and  reauthorize  all  economic 
development  assistance  programs  every  five  years.  Organizations  that  have  expressed 
support  for  this  legislation  include  the  Massachusetts  AFL-CIO,  Association  of  Community 
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Organizations  for  Reform  Now  (ACORN),  Massachusetts  Budget  and  Policy  Center,  United 
for  a  Fair  Economy  and  Greater  Boston  Legal  Services. 

Areas  for  Improvement 

Accountability 

Currently,  the  most  efficient  way  to  encourage  non-complying  companies  to  report  is  through 
the  threat  of  decertification.  Taking  this  action  could  severely  diminish  a  substantial  amount 
of  the  company's  local  tax  incentives,  with  the  potential  of  the  company  also  losing  the  state's 
tax  credit.  Although  the  EACC  rarely  decertifies  companies,  it  could  be  used  as  a  tool  for 
improving  reporting  and  keeping  companies  accountable  to  the  provisions  outlined  in  the 
contracts.  Another  possible  option  is  to  penalize  companies  for  late  or  non-reporting  by 
decreasing  or  suspending  the  TIF  or  tax  credit  for  the  year  of  poor  compliance. 


Fall  River  Fallout 

In  Summer  2002,  Fall  River  officials,  with  the  approval  of  Mayor  Ed  Lambert  and  the  Fall 
River  City  Council,  submitted  a  request  to  the  EACC  for  the  decertification  often  companies 
that  were  receiving  local  tax  credits,  which  were  estimated  to  be  worth  approximately 
$600,000  in  annual  tax  revenue  to  the  city's  coffers.  Fall  River  identified  these  companies  for 
decertification  due  to  the  companies'  inability  to  meet  negotiated  agreements  with  the  city  on 
job  creation  commitments.  After  a  hearing  for  the  affected  businesses,  the  EACC  ordered 
Fall  River  to  renegotiate  the  contracts  of  the  five  businesses  that  attended  the  hearing,  and 
moved  to  decertify  the  five  that  did  not  attend. 

Main  Street  Textiles,  one  company  whose  contract  the  city  was  ordered  to  renegotiate,  was 
of  particular  importance  to  Fall  River  because  its  TIF  agreement  with  the  city  was  estimated 
to  be  worth  $500,000  in  foregone  tax  revenue  annually.  According  to  the  original  contract 
from  1999,  Main  Street  Textiles  promised  to  employ  537  new  permanent  full-time  workers 
over  nine  years.  After  signing  the  TIF  agreement,  the  company  hired  57  new  employees,  but 
with  the  recent  downturn  in  the  economy,  the  company  has  since  laid  off  80  workers.  The 
company  also  benefited  from  the  5%  state  tax  credit  that  comes  automatically  with  local  TIF 
agreements,  which  was  worth  more  than  a  million  dollars  during  the  three  years  that  it 
received  a  generous  local  tax  break.  When  the  city  renegotiated  Main  Street  Textiles'  TIF 
agreement  this  past  summer  under  EACC  orders,  the  local  tax  break  was  rewritten  so  that  if 
employment  goals  are  not  met  for  the  year,  the  company  automatically  pays  the  full  property 
tax.  However,  regardless  of  achieving  the  employment  goals,  the  company  will  continue  to 
be  eligible  for  the  state  tax  credit  for  years  to  come. 


Another  measure  to  increase  accountability  is  through  the  use  of  clawback  provisions. 
Although  Fall  River  was  able  to  successfully  renegotiate  five  agreements  so  that  the  city 
recaptured  99%  of  that  year's  tax  revenue,  the  City  Council  remained  concerned  about 
offering  future  agreements  if  the  city  did  not  have  control  over  when  to  cancel  the  agreements 
if  contract  commitments  are  not  met.  Based  on  this  concern,  the  City  Council  voted  to  revise 
their  standard  TIF  agreements  to  include  a  reduction  in  the  tax  incentive  to  1%  if  a  company's 
commitments  are  not  met  by  a  determined  date.  This  allows  any  company  to  continue 
receiving  the  state's  5%  tax  credit  without  heavily  impacting  the  city's  tax  revenues. 


If  clawback  provisions  became  standard  practice  in  TIF  agreements  across  the  state, 
municipalities  would  be  more  likely  to  stay  aware  and  invested  in  the  company's  progress  in 
meeting  TIF  commitments. 

Reporting 

George  Mazareas,  Director  of  the  EACC,  compiles  information  every  year  from  the  annual 
reports  submitted  by  companies  to  MOBD  and  shares  this  information  with  the  Legislature 
and  general  public.  Mr.  Mazareas  told  the  Senate  Post  Audit  Bureau  that  approximately  30% 
of  the  companies  did  not  return  these  forms  to  the  state  this  past  year. 

Achieving  full  compliance  of  companies  returning  the  questionnaire  to  MOBD  is  one  goal,  but 
the  questions  asked  of  the  companies  also  need  to  be  periodically  reviewed  to  determine  if 
useful  evaluative  information  is  being  obtained.  For  example,  the  current  questionnaire  asks 
the  company  to  submit  the  number  of  people  that  were  hired  during  the  last  year.  However, 
the  questionnaire  does  not  require  the  company  to  distinguish  between  the  number  of  people 
hired  to  replace  current  workers  versus  the  number  of  people  hired  for  newly  created 
positions.  At  this  time,  both  replacement  hires  and  new  hires  can  be  counted  towards  the  job 
creation  numbers. 

Since  job  creation  is  frequently  part  of  a  TIF  contract,  it  is  crucial  for  municipalities  and  the 
state  to  receive  accurate  numbers  when  evaluating  a  company's  compliance  with  the 
contract,  as  well  as  to  consider  the  return  on  the  investment  that  local  and  state  governments 
receive  from  the  foregone  revenue  of  the  tax  credits  and  incentives. 


The  Suburban  Situation 

In  August  2002,  a  MetroWest  Daily  News  investigation  revealed  that  many  companies 
receiving  TIF  agreements  from  communities  throughout  MetroWest  were  not  being  held 
accountable  to  the  commitments  in  their  contracts.  In  Marlborough,  after  reading  about 
layoffs  at  3COM,  a  high-technology  firm  that  received  TIF  incentives  from  the  city,  City 
Councilor  Arthur  Vigeant  visited  City  Hall  to  find  out  how  many  jobs  had  been  created  by  the 
eight  companies  that  received  TIF  agreements.  When  Vigeant  arrived  at  City  Hall,  he 
discovered  that  only  a  couple  of  annual  reports  had  ever  been  filed  with  the  city.    After  the 
city  requested  further  information,  all  the  companies  except  3COM  responded.  Due  to 
3COM's  noncompliance  with  providing  the  requested  statistics,  the  city  threatened 
decertification,  but  was  eventually  able  to  negotiate  a  $600,000  payment  in  lieu  of  taxes  from 
the  company. 

City  Councilor  Vigeant  finds  it  "astonishing"  that  better  records  are  not  kept  to  hold 
companies  accountable  to  their  TIF  contracts.  The  EACC  is  reluctant  to  decertify  companies 
based  on  reporting  noncompliance.  This  leads  to  a  continuing  knowledge  gap  of  the  full 
impact  of  the  foregone  municipal  and  state  revenues  and  the  economic  benefits  of  assisting 
companies,  thus  the  state  and  the  communities  rely  on  the  company's  projected  job  creation 
figures  or  private  investment  commitments  as  proof  of  the  benefits  of  this  program  to 
taxpayers. 


Other  States 

Many  municipalities  value  the  EDIP  as  a  way  to  be  more  competitive  in  attracting  new 
economic  development  or  keeping  current  employers.  However,  the  level  of  accountability  to 
the  state's  taxpayers  is  low.  Many  other  states  have  had  similar  experiences  to 
Massachusetts  and  some  have  implemented  measures  to  improve  evaluation  and 
accountability  of  economic  development  incentive  programs  for  more  efficient  operations  and 
a  better  understanding  of  the  value  of  these  programs. 


Guided  by  the  North  Star  State 

Minnesota  is  considered  the  national  leader  in  accountability  standards  for  state  subsidies.  In 
1999,  the  Minnesota  Legislature  passed  a  Corporate  Welfare  Accountability  Law,  which  was 
further  amended  and  strengthened  in  2000.  The  purpose  of  this  law  is  to  clearly  define  what 
a  "subsidy"  is,  and  to  provide  mechanisms  for  monitoring  the  flow  of  public  money  to  private 
entities.  The  law  requires  each  company  that  is  receiving  a  subsidy  to  have  a  standardized 
contract  with  the  state,  and  if  the  amount  of  the  subsidy  reaches  a  particular  level,  a  public 
hearing  must  be  held.  Every  contract  includes  what  is  known  as  a  "clawback"  provision, 
which  requires  companies  that  do  not  meet  the  contracted  goals  in  two  years  to  pay  back  the 
subsidy  given  by  the  state.  The  reporting  requirements  for  each  municipality,  the  business 
assistance  forms  and  the  business  assistance  annual  reports  are  accessible  to  the  public 
through  the  Minnesota  Department  of  Trade  and  Economic  Development  (DTED)  website. 


Monitoring  the  Money  in  Maine 

Over  the  past  five  years,  Maine  legislators  have  set  new  requirements  for  the  oversight  of 
businesses  receiving  public  subsidies.  For  example,  the  State  Tax  Assessor  must  submit  an 
annual  report  to  the  Legislature  identifying  the  amount  of  public  funds  spent  and  the  amount 
of  revenue  foregone  due  to  economic  development  incentives  offered  to  businesses.  In 
addition,  the  law  calls  for  annual  reporting  from  the  company,  and  if  a  company  does  not 
submit  the  reports  required  within  thirty  days  of  the  deadline,  the  reimbursements  may  be 
withheld  and  potentially  forfeited. 


Findings 

>  The  reporting  process  for  participating  companies  required  by  the  current  Massachusetts 
statute  should  be  improved.  In  fact,  30%  of  participating  companies  do  not  even  submit 
required  rudimentary  annual  reporting  forms. 

>  The  Administration  has  not  conducted  an  evaluation  of  EDIP  to  date  even  though  M.G.L. 
23A  §  3C  requires  this  kind  of  evaluation  every  two  years.  In  addition,  an  evaluation  of  the 


project  should  not  rely  on  projected  numbers,  but  actual  figures  for  job  creation,  retention, 
and  the  amount  of  private  investment  generated. 

>  EDIP  has  expanded  dramatically  over  the  past  eight  years.  With  166  communities  now 
part  of  the  program,  EDIP  is  a  sought  after  designation  that  is  costing  tens  of  millions  of 
dollars  in  foregone  state  and  local  government  revenue. 

>  During  these  tough  economic  times,  programs  like  EDIP  must  be  effective  at 
promoting  new  job  growth  and  private  investment,  while  staying  fiscally  accountable  to 
municipalities  and  the  state. 

Recommendations 

>  The  new  Administration  should  fulfill  the  legal  mandate  to  thoroughly  review  the  EDIP, 
with  an  initial  evaluation  completed  by  June  30,  2003,  and  subsequent  evaluations 
completed  every  two  years  as  required  by  statute.  There  should  be  a  rigorous  analysis  of 
the  actual  impact  of  the  EDIP,  including  valid  numbers  for  job  creation,  job  retention  and 
private  investment.  In  addition,  in  order  to  reflect  the  actual  benefits  and  results  of  the 
EDIP,  the  EACC  Annual  Report  should  use  the  numbers  reported  from  companies  to 
MOBD  instead  of  projected  estimates. 

>  The  EACC  and  the  MOBD  should: 

•  Establish  that  clawback  standards  be  used  in  TIF  agreements  to  hold  companies 
accountable  to  their  TIF  commitments.  In  Minnesota,  companies  are  given  two 
years  after  the  date  construction  was  completed  or  machinery  goes  on-line  to 
implement  their  TIF  commitments.  The  companies  also  have  a  right  to  ask  for  a 
hearing  and  can  receive  up  to  one  more  year  to  reach  their  promised  job  creation 
levels. 

•  Verify  job  creation  data  provided  by  companies  and  be  able  to  measure  the  cost  of  the 
subsidy  per  job. 

•  Automatically  suspend  the  state  tax  credit  and  local  TIF  incentive  when  companies  fail 
to  report  before  the  MOBD  deadline. 

>  As  a  matter  of  good  governance,  municipalities  should  use  the  TIF  contract  with  the 
company  to  track  performance  commitments  and  objectives  periodically. 

>  MOBD  should  create  a  "users'  manual"  for  companies  and  municipalities  to  follow  that 
outlines  the  ETA  and  Certified  Project  process,  responsibilities  and  penalties  in  plain 
language.  This  manual  should  include  a  compilation  of  best  practices  and  model 
contracts  to  guide  municipalities  as  they  move  forward.  In  addition,  any  changes  that 
follow  the  program's  review  should  be  widely  publicized  to  all  ETAs. 


For  more  information,  contact  the  Office  of  Senator  Cheryl  A.  Jacques,  Chair  of  the  Senate  Post  Audit  and  Oversight  Committee  at  either 
cjacques@senate.state.ma.us  or  (617)  722-1555. 


